Israeli Firms Say Goodbye to Chinese Market
Still Oppose U.S. Pressure To Restrict Dual-Use Sales

While most Israeli industry ex-
ecutives are conceding the loss
of China as a core defense mar-
ket, and have adjusted their
business development plans ac-
cordingly, they insist their gov-
ernment must not succumb to
U.S. pressure to restrict so-
called dual-use sales as well.

In interviews here, business
and political leaders say they

mustn't be forced to sacrifice
the rapidly expanding Chinese
markets for homeland security,
port protection, telecommunica-
tions and law enforcement, es-
pecially when European and
even American firms are permit-
ted to bid on such international
tenders.

“The damage that was done to
our relationship with China is
done. Now we must focus on
containing further damage to
our industry and to our relation-
ship with the Chinese in ways
that give full consideration to
the vital defense interests of
America, our most important
ally,” said Ephraim Sneh, chair-
man of the Israeli parliament’s
Defense Policy Planning sub-
committee.

Since March, Israeli firms have
been prohibited from doing any
type of defense-related business
in China. The wholesale clamp-
down, which includes a broad
list of dual-use technologies and

products, was imposed by De-
fense Minister Shaul Mofaz in re-
sponse to intense pressure from
U.S. officials concerned that Is-
raeli exports to China could one
day be used in anger against
American troops or allies.

A Mofaz spokeswoman sai
the ban on discussions, visits
and all other types of defense
and dual-use business activity
with China or its representatives
would remain in place until the
Israeli minister and U.S. Defense

Secretary Donald Rumsfeld fi-
nalize a sweeping accord aimed
at preventing future rifts over Is-
raeli technology transfers to the
People’s Republic. She declined
to say when the agreement
would be signed or what it
would contain.

U.S. and Israeli sources here
said part of the bilateral tech-
nology export-control package
would deal specifically with
dual-use jtems.

Shraga Brosh, chairman of th
Israel Manufacturers Associa-
tion, declined to npeculato on

might al'fc('l sracli dual-use ex-
ports to China.

“We're trying now to deter-
mine what will be the ramifica-
tions of this agreement as far as
dual-use exports are concerned.
We had hoped the agreement
would pertain only to defense
items, but it could be extended
into other sectors,” Brosh said
July 19.

“One Big Absurdity’

Israeli industry sources point to
the Holon, Isracl-based Mer
Group as an example of how lo-
cal dual-use technology providers
are already suffering from the
'mmstry of Defense’s (MoD's)

oad-based ban on business
w;lh China.

The firm was selected, along
with U.S. and Greek partners, to
deploy a comprehensive securi-
ty management system through-
out the city of Athens for the
2004 Olympics. Successful im-
plementation of that program
drew the interest of Beijing, host

of the 2008 Olympic Games, but
MoD restrictions preclude Mer
from negoliating a partnership
and bidding on the program.

“It's one big absurdity, espe-
cially because we want to work
with American companies that
have already been cleared by
their own government to do this
type of business with China,”
said Roy Hess, Mer's corporate
vice president for business de-
velopment.

In a July 18 interview, Hess
said the firm is trying to obtain a
waiver from Sibat, the MoD's ex-
port authority, but doubts one
will be granted before outstand-
ing issues with Washington are
concluded.

“The requests for proposals
are about to be issued, and we
are not allowed to negotiate
with prospective partners. If this
is not resolved by the end of the
month, we will lose our oppor-
tunity to bid,” Hess said.

MoD spokeswoman Rachel
Naidek-Ashkenazi confirmed
that current MoD restrictions
pertain to dual-use providers
like the Mer Group. She added
that Mer's waiver request was

under review by MoD authori-
ties, but declined to say when a
determination would be made.
David Arzi, chairman of the Is-
rael Export Institute, said the
Mer case was unfortunate but
understandable given the pre-
carious state of relations be-
tween Israel and the
States over transfers to China.
“We're locked in a genuine
dilemma. Until that agreement
with Washington is concluded,
MoD wants to err on the side of
caution,” Arzi said July 18.
“Once an agreement is in hand,
there will be clearer guidelines
regarding dual-use items.”

He noted, however, that in the
long term, “We hope and expect
that Washington won't interest
itself in homeland security, law
enforcement and other dual-use
fields, but will focus the over-
sight mechanism on frontline
military and defense technolo-

A former executive of the Be-
dek civil aviation group at gov-
ernment-owned Israel Aircraft
Industries (IAI), Arzi said any
damage caused to Israel’s rela-
tionship with China could be re-
paired, in time, through en-
hanced trade and nondefens:
high-tech cooperation. He esti-




